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FEDERAL DEPOSIT INSURANCE CORPORATION
A proposal to amend Part 332 of FDIC's regulations dealing with powers inconsistent with
the purposes of Federal Deposit Insurance Law has recently been issued by the Cor
poration (see the 6/7/85 Fed. Reg., pp. 23963-93). The amendment outlines prohibit
ed and allowable activities of insured banks. The FDIC has scheduled a public hear
ing on the proposal for Friday, 7/12/85. The meeting will be held at the FDIC,
550 17th St., N.W., Washington, D.C. at 9:00 a.m. For further information contact
Pamela LeCren at 202/389-4171.

SECURITIES AND EXCHANGE COMMISSION
Clarification of a rule that gives investment companies exemptive relief to maintain
assets outside the U.S. under certain circumstances, is the subject of an SEC
proposed rule amendment (see the 6/11/85 Fed. Reg., pp. 24540-42).
In general,
Rule 17f-5 (17 CFR 270. 17f-5) makes exemptive relief from section 17(f) available
to management investment companies to maintain their assets outside the United
States under certain circumstances. The proposed amendments would clarify the rule
with respect to: how the eligibility of certain foreign custodians should be deter
mined; the extent to which an investment company must monitor the eligibility of
its foreign custodians; and the length of time which an investment company may have
to make alternative arrangements after the company's board of directors had deter
mined that an existing arrangement no longer complies with the rule. Comments must
be received on or before 7/11/85. For further information contact Jack Murphy at
202/272-2048.

SMALL BUSINESS ADMINISTRATION
A public meeting on 6/27/85 will be held by the U.S. Small Business Administration
Region III Advisory Council, at the SBA Washington District Office, Roan 404, 1111
18th Street, N.W., Washington, D.C. The meeting will begin at 2:00 p.m. and will
consider matters presented by the Advisory Council and the SBA. For further infor
mation contact Janice Wolfe at 202/643-1805.

TREASURY, DEPARTMENT OF
"Perhaps the strongest argument for tax reform is that too many Americans believe that
the tax system is unfair", according to IRS Conmissioner Roscoe L. Egger, Jr. in a
6/12/85 testimony before the Senate Finance Committee which is considering the Pres
ident's tax reform proposals. According to Egger, our current system is based on
the theory and practice of voluntary compliance, the willingness of Americans to
voluntarily report their tax liability. In 1984, the IRS examined taxpayer attitudes
The results concluded that 80% of the respondents believe that the system benefits
the rich and 20% admitted to cheating on their own returns. The concept of hori
zontal equity, persons with the same income paying the same amount of tax, fails
under our present system, according to Egger. This principle is violated, he noted,
because of tax shelters, entertainment expenses and income shifting. Accompanying
the decline in public confidence in the system is an actual decline in the levels
of voluntary compliance, according to Egger. He noted that under the President's
proposal which is characterized as having far-reaching effects on simplification
and fairness, would eliminate the requirement to itemize for 25% of those currently
itemizing.
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TREASURY, DEPARTMENT OF
Changes relating to IRS administrative summonses are the subjects of a notice of pro
posed rulemaking (see the 6/12/85 Fed. Reg., pp. 24655-58). The proposals, accord
ing to the IRS, will provide the public with the guidance needed to comply with the
provisions of the Tax Eguity and Fiscal Responsibility Act (TEFRA) of 1982 and
affected persons who received summonses, third party recordkeepers who receive sum
monses, and persons with respect to whose tax liability a summons is issued. The
proposed regulations would amend the Regulations on Procedure and Administration
(26CFR Part 301) under sections 7602 and 7609 of the Internal Revenue Code of 1954.
Written comments and a request for a public hearing must be delivered or mailed by
8/12/85. For further information contact Bruce Jurist at 202/566-3238.

SPECIAL: SENATOR ROTH INTRODUCES LOAN LOSS RESERVE LEGISLATION
Legislation which seeks to require conformity between the loan loss reserve accounts
and financial statements of financial institutions was introduced on 6/7/85 by
Sen. William Roth (R-DE). The bill, S. 1263, requires commercial banks to deduct
for tax purposes the same amount it maintains in a loan loss reserve as it charges
against its earnings. The measure also provides an overall cap of 1.5% of loans on
the amount of reserves for which a deduction may be taken. Where the existing
reserve maintained for tax purposes is less than the amount maintained in the bank's
financial records, the two reserves will be brought into conformity over a six year
period. With regard to smaller, closely held institutions in which there may not be
shareholder pressure to maintain earnings, a sub cap of 0.5% of loans has been pro
vided on the amount that may be deducted for increased reserves in any single year.
According to Sen. Roth, the legislation will "address most of the criticism which
has been levied against bank loan loss reserves in the past, as well as providing
banks with an adequate means to protect themselves and their depositors against
potential losses."
SPECIAL; SUBCOMMITTEE CONSIDERS REGULATION OF GOVERNMENT SECURITIES DEALERS
"Legislative proposals to remedy the serious problems in the government securities mar
ket" were the subjects of a 6/11/85 hearing by the House Energy and Com merce Sub
committee on Telecommunication, Consumer Protection and Finance, in Washington, D.C.
Subcommittee Chairman Timothy E. Wirth's opening statement was read into the record
of the hearing by another subcommittee member and focused on the "ripple effect"
of a series of recent failures of government securities dealers. It was Rep. Wirth's
view that, "as a result of the failures of E.S.M. and Bevill, Bressler", savings and
loans, banks and municipalities have lost more than $500 million. But those losses,
according to Wirth, would not bring his subcommittee to the point of regulating
"this trillion dollar market, where daily trading often exceeds $200 billion".
"It
is the 'ripple effect' of those failures that reach far beyond the specific losses,
that created a need for hearings." The hearing considered H.R. 2032, "legislation
to regulate government securities dealers". The bill was introduced by Rep. John
D. Dingell (D-MI), Chairman, Energy and Commerce Committee, on 4/15/85 with bi-part
isan support including that of the Committee's Ranking Minority Member, Rep. James
T. Broyhill (R-NC). In general, the bill would add to the authority of the Munici
pal Securities Rulemaking Board (MSRB), giving the Board authority to set rules for
government securities dealers, and renaming the Board the Public Securities Rulemaking Board. According to an earlier statement by Rep. Wirth at the time of intro
duction, the SEC, the National Association of Securities Dealers, Inc. (NASD), and
the Federal banking regulators would continue to have supervisory authority over
the institutions under their jurisdiction (see the 4/22/85 Wash. Rpt.) . Witnesses
at the 6/11/85 hearing included representatives of the NASD, MSRB, brokers and
government securities dealers. An additional hearing has been scheduled for 6/20/85.
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SPECIAL: AICPA TESTIFIES ON NEED TO AMEND RICO'S CIVIL PROVISIONS
Congress should consider and adopt amendments to the civil provisions of the Racketeer
Influenced and Corrupt Organizations Act (RICO) "which will restore the private
remedy to its original purpose as an additional weapon against organized crime,
while curing its current capacity to inflict grievous harm and unreasonable costs
on legitimate business", according to testimony by AICPA Chairman Ray J. Groves
before the Criminal Justice Subcommittee, House Judiciary Committee on 6/12/85.
He .was accompanied by AICPA President Philip B. Chenok, Vice-President in charge
of the Washington Office, Theodore C. Barreaux, and Phillip A. Lacovara, outside
counsel to the institute. Mr. Groves traced the legislative history of RICO and
stated, "At no time did any sponsor or supporter of the RICO bill ever suggest that
the private civil remedy was intended for use against legitimate business people,
corporations, and licensed professional partnerships, or was to be used in commer
cial disputes having nothing whatsoever to do with the activities of what was and
is commonly understood as organized crime." According to Mr. Groves, the elimin
ation of abuses and a refocusing of RICO on its intended targets could be accom
plished by a requirement that civil claims under RICO proceed only after the defend
ant has been convicted of a RICO offense or of at least the predicate offenses,
which include wire fraud, mail fraud, and fraud in the sale of securities. This,
according to Mr. Groves, would "confine the circumstances in which suits could be
filed to those in which public prosecutors have screened those people who may fairly
be charged with being involved in ‘organized crime’ or a 'pattern of racketeering'
from those who should not be subject to such accusations." Mr. Barreaux urged the
members of the subcommittee to consider the views of the SEC. In recent testimony
before the Senate Judiciary Committee, Commissioner Marinaccio stated on behalf
of the SEC, that the Commission preferred predicating the availability of a private
remedy under RICO on prior criminal convictions.

In his opening statement, Criminal Justice Subcommittee Chairman, Rep. John
Conyers, Jr. (D-MI) stated:
"Legitimate businesses are alleging that the RICO suits
are being used to turn minor disputes into federal causes of action and to label
the businesses as racketeering organizations in the process." Additional hearings
on RICO are expected to be held by the House and Senate Judiciary Committees.

For additional information please contact Gina Rosasco or Nick Nichols at
202/872-8190.
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